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KEY ECONOMIC INDICATORS: NICARAGUA 


All values in millions US$ Exchange rate as of 12/31/76 
US$1.00 = 7 Cordobas 


A B cl pb 
Item 1974 1975 1976 % Change 


INCOME & PRODUCTION (12/76 est. ) 

GDP at current prices 1,489 1,577 1,850 17% 
GDP at constant 1958 prices 862 872 933 7% 
Per Capita GDP, current prices 713 729 825 13.2% 


MONEY & PRICES 

Money Supply (10/76) 194.9 187.7 198.6 5.8% 
Public External Debt (12/76) 502.7 642.8 703.0 9.4% 
Debt Service Ratio 10.6% 12.3% 13.9% 

Prime Interest Rates 12% 12% 11-12% 
Consumer Price Index (% increase) 17% 7.5% 38% 


BALANCE OF PAYMENTS & TRADE 

Net Foreign Reserves (12/76 est.) 16,2 

Balance of Payments (12/76 est. ) - 31.7 

Balance of Trade, fob(12/76 est.) -103.4 

Exports, FOB (12/76 est.) 375.9 
U.S. Share (8/76) 27.3% 

Imports, CIF (12/76 est.) 516.9 
U.S. Share (8/76) 32.4% 


EXPORTS: Major Items (12/76 est. ) 

Cotton 35.0% 
Coffee 97.5% 
Sugar 25.9% 
Meat 43.1% 
Seafood (shrimp & lobsters) 40.5 


IMPORTS: Major products (8/76) +k 
Petroleum, crude & partially refined 63.4 —-0.2% 
Chemicals & pharmaceuticals for 

processing & ind. use 55.9 +10.4% 
Industrial machinery §2.5 -12.7% 
Agro-industrial supplies 40,2 +6.5% 
Raw materials for agriculture 31.2 -63.2% 


1l/ Projected year end total unless otherwise indicated. 
2/ Do ratio between comparable periods B &C. 

* D/S = went from deficit to surplus. 

** Based on 8-month period. 
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SUMMARY & CONCLUSIONS 


Nicaragua's overall economic picture at the end of 1976 is bright and 
prospects for 1977 are good. The country enjoyed both trade and balance of 
payments surpluses in 1976 owing primarily to high prices for its cotton and 
coffee exports and to a slow down in imports. The local private sector has 
been cautious about making new investments, but increased domestic savings 
and lower import expenditures have enabled Nicaragua to reduce somewhat its 
short-term foreign debts. , The Government, moreover, has succeeded in 
negotiating over $200 million in new loans during 1976 from international, 
governmental and private lending institutions. Nicaragua's debt service ratio, 
though creeping upward, remains manageable. A squeeze, however, may come 
toward the end of the decade unless both Nicaragua's balance of payments 
situation continues to improve and international money and commodity markets 
remain favorable. The coffee blight discovered in late 1976, if not controlled, 
could hit export earnings from that commodity in 1978 and beyond. 


US suppliers of goods and services can do plenty of business in Nicaragua, 
particularly in the agricultural, agro-industrial, building materials and electric 
power fields. Investors should consider some of these areas as well as tourism 
and textiles. Nicaragua has a stable government, a free enterprise-oriented 
economy, and a friendly people who are favorably disposed toward Americans 
and things American. 


kk 
CURRENT ECONOMIC SITUATION AND TRENDS 


Overall Economic Situation Improves - 1976 seems to have brought general 
recovery to Nicaragua's agricultural-based economy following the 1975 recession. 
Judging from projected full-year data 1/ the nation's gross domestic product 

(GDP) increased 7% in real terms during 1976 and per capita GDP, at current 
prices, reached a record high of approximately $825. 


Exports Lead the Way - A marked 40% increase in 1976 export earnings coupled 

with only a slight 2% increase in imports will enable Nicaragua to enjoy its 

first trade surplus (over $46 million on an f.o.b. basis) since 1972. Although 

the country continues to have a current account deficit owing to net outlays for 

services, net capital movements should augment the trade surplus sufficiently 

to produce a $29 million increase in net international reserves. This development, 

too, is a welcome reversal of Nicaragua's recent large balance of payments 

deficits .2/ 

1 / 1976 data cited herein are, unless otherwise indicated, based on such pro- 
jections for the full year as were available in December 1976 when this report 
was prepared, 

2/ N.B. By IMF accounting, Nicaragua enjoyed a $27.8 million balance of 
payment surplus in 1974 as well. 
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Exports of cotton ($129 million) and coffee ($95 million), both of which 
command high prices, contributed greatly to the trade surplus. Export earnings 
from meat, seafood and sugar were also up, although depressed world sugar 
prices reduced anticipated income from the latter crop. Through the first eight 
months of 1976, Nicaragua had a trade surplus with most areas of the world 
(including a $16 million surplus with the US), and, as usual, a trade deficit with 
its partners in the Central American Common Market (CACM) and with Venezuela, 
its crude oil supplier. 


Nicaragua and the Common Market - The persistence of Nicaragua's trade deficits 
with the CACM as a whole, and particularly with El Salvador and Guatemala, 
provides ammunition for local critics of Nicaraguan participation in the Common 
Market. Nonetheless, Nicaragua is gradually narrowing that trade gap (down to 
$14.4 million through the first nine months of 1976 as compared with $17.4 million 
during the corresponding 1975 period. Moreover, despite Nicaraguan emphasis 

on expanding sales of its agricultural products within the CACM, much of its small 
but growing industrial sector also depends on the CACM for markets. Cooperation 
among CACM states is not limited to trade. In 1976, Nicaragua and Honduras 
opened an electric power connection and Nicaragua hopes to do the same with 
Costa Rica in the near future. Furthermore, regional cooperation in defense matters 
is growing with Nicaragua hosting a joint military exercise in late 1976. 


Uneven Nature of Recovery : Some Areas of Concern - Nicaragua's economic 
recovery has not been even. 1976 imparts were considerably below last year's 


levels owing primarily to large inventories carried over from that year anda 
cautious "wait-and-see" attitude on the part of many in the private sector. 
Imports of fertilizers, industrial machinery, raw materials for the food processing 
industry, and construction materials were substantially below 1975 totals; this 
accounts, in part, for the decline in imports from the US, since the US is a 
leading supplier of such goods. 


Although investment in the manufacturing sector grew by 60% (chiefly in 
textiles and chemical products) and the value of manufactures rose by 7% in real 
terms, private investment during 1976 grew by only 8.6%. Moreover, while GDP 
grew by 17% at current prices, few of those who profited by the export boom were 
inclined to make new investments. Indeed, local bankers complained of excessive 
liquidity for which suitable borrowers were few; they kept interest rates near 
legal maximums, however. The local construction industry continued to stagnate 
and relatively few farmers were prepared to make additional inputs to increase 
their crop yields despite high coffee and cotton prices. 


Causes for private sector trepidation include: 


--Concern over public indebtedness, further compounded by a spate of new 
foreign loans announced toward year's end. 

--Lingering doubts about the nation's true economic situation and misgivings 
about where the economy was headed. 
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--Uncertainty about the strength of the cordoba, especially after Mexican 
devaluation, and the reported shakiness of the Salvadoran colon. 

--The July-September drought which reduced cotton production by as much as 
100,000 bales and hurt grain and sugar crops. 


Public Sector Optimism - On the other hand, President Somoza's government 
exuded confidence in the economy's present performance and prospects. In 

late 1976 the government announced a series of steps it had taken or planned 

for improving the nation's economic infrastructure and balance of payments 
situation. It also announced proudly that the IMF had agreed to accept cordobas 
for international transactions as of January 1977. 


Among the steps the government announced were: plans to develop geo- 
thermal power resources to eliminate dependence on thermal plants using imported 
oil within a decade; arrangements for over $200 million in new loans to consolidate 
short-term commercial debts and to finance road-building equipment purchases, 
water resources studies, water and sewage projects, power development, and 
agro-industrial development; and programs to develop further the country's all- 
important agricultural sector, including continuing assistance for impoverished 
campesinos. The government also plans to promote irrigation to counteract the 
effects of recurring droughts. Over the longer range, the government is optimistic 
that exploitable oil deposits will be found and is determined to develop further 
the Atlantic Coast region and the nation's water and mineral resources. 


At the end of the year, the government inaugurated a free trade zone at 
Managua's airport with an American textile manufacturer as its first customer. 
(Several other textile firms, some with US interests, are producing clothing 
locally for US markets.) It also opened a new thermal power plant at Puerto 
Somoza, about 35 miles from Managua, bringing the country's installed capacity 
up to about 300 megawatts. (Nonetheless, there may be a power shortage in 
the Managua area during early 1977 until the late spring rains come.) 


At the end of November, the government candidly announced the existence 
of coffee rust which threatens coffee crops not only in Nicaragua but throughout 
Central America. It simultaneously instituted strong measures to combat the 
blight, enlisting the support of the CACM and other coffee producing nations. 

It later imposed a $5 tax on each bag of exported coffee to finance the eradication 
program. The government's handling of this serious problem has thus far 
favorably impressed most Nicaraguans. 


The Financial Picture - Nicaragua's overall financial picture is fairly bright. 
Despite increased export earnings, which impelled the nation's terms of trade 

to rise about 27%, domestic inflation was substantially curbed. The official 
consumer price index rose less than 3% during the first nine months of 1976 while 
the money supply grew less than 6% and wages went up by about 5%. Domestic 


* Estimates of drought damage range as high as 170,000 bales, 
with total production estimated at 500-530, 000 bales. 
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savings for 1976 are expected to increase by 130% and provide financing for 
about 80% of total capital investment ($365 million). As savings grew and private 
sector borrowing slackened relatively, commercial banks utilized some of their 
excess liquidity to reduce their foreign indebtedness during the first ten months 
of 1976, particularly short-term obligations, and also reduced their indebtedness 
to the government and the Central Bank. Furthermore, some commercial banks 
and the Central Bank have reportedly invested funds in foreign money markets, 
including purchases of US Treasury notes. Government revenues for 1976 fell 
short of initial budget targets since both income tax and import duty collections 
were down substantially. The revised 1976 budget foresees a deficit of approxi- 
mately $72 million* for the year, some 23% less than in 1975. Net foreign 
borrowings are to finance some 85% of this deficit. 


International lending institutions appear to regard Nicaragua as a reasonably 
good risk, at least for the near term. During 1976 private US and Canadian banks 
agreed to loan Nicaragua nearly $100 million on terms of up to five years with 
interest averaging around 7%. International and regional institutions such as 
the World Bank, the IDB, and CABEI, as well as official agencies such as AID, 
Eximbank and Spanish and Brazilian export banks have also agreed to extend 
sizeable loans to Nicaragua. The government itself is seeking to restructure its 
foreign indebtedness by converting short-term commercial borrowings to medium- 
and long-term loans at less onerous interest rates. By the end of 1975, Nicaragua's 
public foreign debt stood at $642 million and it had accumulated foreign loans 
worth about $885 million. Terms of those loans reportedly were: 1-5 years at 
7.8% - $15 million; 5-10 years at 9.27% - $155 million; 10-15 yeas at 8.4% - 
$210 million; 15-20 years at 6.5% - $50 million; and over 20 years at 3.8% - 
$453 million. The foreign debt at the end of 1976 should total about $700 million. 
This level of debt and a debt service ratio of less than 14% is not intolerable for 
an economy such as Nicaragua's. A debt service squeeze may, how ver, come 
by 1978 or 1979 unless repayments of existing obligations can be spread out 
and/or Nicaragua's balance of payments situation continues to improve. Much, 
of course, will depend on international money and commodity markets as well 
as on nature's bounty. 


Prospects for 1977 and Beyond - Nicaragua should continue to enjoy political 
stability for some time to come. President Somoza and his Liberal Party have a 
majority in the legislature and no national elections are scheduled until 1981. 

At that time, under the present constitution, over 45 years of Somoza family rule 
will come to an end. Even this prospect, however, does not presently justify 
concern for the nation's stability and a continuation of its general predilection 
toward Americans and things American. Meanwhile, during 1976, the government 
inflicted heavy blows on the local guerilla organization and now faces no serious 
threat from that quarter. 


* In December, the Finance Minister announced that the budgetary shortfall would 
be only about $32 million. The reason for this discrepancy is not yet clear, 
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Nicaragua's economic prospects for 1977 are, on the whole, auspicious. 
Its export earnings should increase by over $100 million. Coffee is expected 
to bring in between $160 and $170 million, thus exceeding for the first time in 
recent memory cotton earnings (estimated at about $160 million).* Income from 
exports of meat (Nicaragua's allotment under the 1977 US voluntary import meat 
program is up to 50.7 million pounds), seafood (Nicaragua plans to add tuna 
to its shrimp and lobster exports), and textiles should also grow substantially. 


Nicaragua's expected 1977 balance of payments surplus ($25 million) 
will be slightly smaller than in 1976. Imports should revive and expenditures 
for invisibles, including debt service, will eat further into the anticipated 
trade surplus. The nation's GDP should, nonetheless, approach $2,100 million 
by the end of the year. The government's draft budget for 1977 foresees expendi- 
tures of about $380 million (some $60 million higher than budgeted for 1976) 
and calls for greatly increased (70% higher) domestic and foreign borrowing. 
Drawdowns from foreign loans should total nearly $100 million. 


IMPLICATIONS FOR THE UNITED STATES 


Nicaragua's growing economy provides excellent trade opportunities for 
US firms. US suppliers, benefiting from their proximity to Nicaragua, their 
traditional trade ties, and their generally good reputation, should continue to 
dominate Nicaragua's non-oil imports from outside the CACM. Agriculture, 
which provides the base for the country's economic growth, offers an expanding 
market for farm machinery, fertilizers, irrigation equipment, storage facilities, 
and breeding cattle. The desire to maximize yields and profits from major 
export crops should give impetus to greater mechanization and utilization of 
fertilizers, pesticides and fungicides -- the latter to combat coffee blight. 
The 1976 drought, moreover, has led to increased interest in irrigation systems 
and grain storage facilities. 


Nicaragua's demand for manufactured goods can be only partially satisfied 
by the CACM. Hence there is a market for a wide variety of US non-farm 
products as well. These include motor vehicles, food processing and packaging 
machinery, health care equipment, pharmaceuticals, construction equipment 
and materials, industrial machinery, and communications equipment. Nicaragua 
is also expected to make major purchases of civilian and military aircraft and 
ground support equipment in the near future. Sales of imported consumer goods 
of all types continue strong, and the influx of record export earnings in 1976 
and 1977 should swell such sales even further. 


*Since Nicaragua's major export crops are harvested in the December-May 
period, the effect of natural calamities is often not felt until the following 
calendar year. Thus, the 1976 drought will reduce 1977 cotton eamings by 
an estimated $30 million, and the effect of coffee rust, if it is not controlled, 
will hit 1978 and subsequent exports. 
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U.S. firms will have to compete aggressively with third-country firms 
on several major projects. These include the development of 100 Megawatts 
of geothermal power, a 200-MW hydro-electric dam, the 100-mile inner-coastal 
canal and a deep water port on the Caribbean Coast, the substantial upgrading 
of the country's regional airports, and a 120,000-acre irrigation scheme between 
Nicaragua's two large inland lakes. Sales of foreign equipment and services 
related to these projects will total hundreds of millions of dollars. 


The investment climate for American companies is generally good. The 
Nicaraguan Government provides a wide variety of incentives to attract new 
investments, including tax holidays, duty-free entry of capital equipment, 
and duty-free entry of raw materials for the re-export of finished products. 
There are no restrictions on the share of foreign ownership in local firms or 
on the employment of foreign nationals, and there are no exchange controls 
or limitations on profit remittances. All OPIC programs are available to 
American investors in Nicaragua. Nicaragua's Foreign Investment Law guaran- 
tees foreign firms treatment no less favorable than that accorded nationals. 
However, notwithstanding these laws encouraging foreign investment, legal 
and bureaucratic procedures have on occasion discouraged would-be investors 
from doing business in Nicaragua. 


The most attractive investment opportunities for American firms seem 
to be in agriculture and agroindustry. Blessed with ample fertile land, Nicaragua 
can continue to expand agricultural output at a rapid pace for many years to 
come. The expertise and financial contributions of foreign firms are actively 
being sought to assist in the development of agriculture and agroindustry. 
The textile industry also offers attractive investment opportunities, especially 
within the free trade zone at the Managua airport. 


While there are plenty of trade and investment opportunities in Nicaragua, 
the perspicacious businessman who is considering investments, the extension 
of credits or the awarding of dealerships, will of course want to solicit the 
views of those who have had recent local experience before making irrevocable 
decisions. Such measures, and patience, can pay handsome dividends or 
obviate costly errors. The American Embassy at Managua and the United 
States Department of Commerce through its field offices can also be useful 
sources of information. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








